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Caterpillar:  asking the right questions during the “Descent to Hell.” 
  

Outlook and clients have enjoyed a good many headlines, lately—and yesterday added 
to the list:  “Caterpillar Crushes Earnings Estimates, Rises 5%!”  Caterpillar’s story—and our long and 
finally happy investment in it—carries some profound lessons for us.  Here they are. 
  

CAT’s Bear Market:  July 2014 to January 2016 

 
  

CAT’s stock is orange:  it fell 46% during its bear market.  The price of oil is blue:  it fell 74% during its bear 
market, during almost the exact same time period.  
  
Caterpillar is an extraordinarily good manufacturing company, whose customers are the construction, 
energy and mining industries.  They practically define the word “cyclical,” which means CAT must also 
whole-heartedly embrace “cyclical” as a business way of life.  Oil isn’t the only engine driving Caterpillar’s 
cycle—so do commodities in general (those mining customers) and so does the global construction 
business.  But oil will do just fine by itself, today, to help us take those profound lessons from Caterpillar’s 
story.     
  
As that awful “Descent to Hell,” so to speak, went on and on during those 20 endless months, there were 
exactly 2 questions that mattered: 
  

         “Will oil (and all the other commodities) ever have another Bull Market?” and, 
  

         “What are Caterpillar’s leaders and people doing, as this torture goes on?” 
  

They seem reasonable questions, don’t they?  And if we all owned our own businesses, hammered 
by the same forces, they’re certainly what we’d have on our minds every waking hour.  Yes . . . of course, 
we do own our own businesses.  That is what investing in common stocks means.  And there’s the first 



profound lesson:  because a great big part of the crowd which lives in the investment world—from 
journalists to economists to investment strategists to humble shareholders—simply won’t look at it that 
way.  Instead they look at investing as a casino, or a mathematics game, or an exercise in crowd 
psychology, or in general as a place to show their cleverness.  So as CAT’s Descent to Hell went on, it was 
truly remarkable to see how few of that varied crowd asked either of those 2 questions, much less tried 
to answer them. 
  
“Implicit assumptions” is usually a fancy term for “things everyone believes without really thinking about 
them, because everyone else seems to believe them, and which turn out to be dead wrong, most 
of the time.” 
  
During the Descent to Hell, it certainly seemed to Outlook as if the “implicit assumptions” were, first, that 
oil and its cousins never would see another Bull Market worthy of the name; and second, that whatever 
Caterpillar’s leaders and people were doing really didn’t much matter—mostly because of the “never 
another Bull Market” notion. 
  
Outlook, of course, had 2 answers:  nothing matters more, in fact, than what determined and effective 
people do when the chips are down; and supply and demand (in free 
markets) always works, always eventually ends Bear Markets, and starts new Bull markets, and vice 
versa.  And if those 2 beliefs are true, there was nothing clever at all about the right thing to do 
during the Descent:  hold CAT, and keep buying more.  
  

CAT’s Bull Market (so far):  January 2016 to today . . . and tomorrow. 

 
  
How did it turn out?  (Yes, here’s the fun part.)  Oil is up 93%, so far.  CAT is up 137%, so far.  Oil’s surge 
happened because global supply and demand are behaving normally—they just took their time about 
it.  CAT’s surge happened because oil and cousins’ recovery are also healing their industries (energy and 
mining), whose buyers are just beginning to hammer on CAT’s doors waving fistfuls of cash for bulldozers, 
trucks, and all the rest.  



  
As Outlook has noted a few times, the market is never only one thing, just like people.  Sometimes it’s 
blind indeed, and afraid of its shadow.  Sometimes it’s farsighted, knowing change must come, and 
bidding up values before the changes arrive. That’s what it did with Caterpillar . . . but it still won’t look 
hard at just how powerfully CAT’s leaders and people helped this company, by what they actually did 
during the Descent.  Here’s the effect of what they did. 
  

 
  
  
On the left, CAT’s quarterly sales surged up by 24%:  strong, but nothing more than a beginning of 
returning customer demand.  On the right, CAT’s profits did more than “surge.”  They exploded, 
up 129%.  Why?  Simply because CAT’s people did what great manufacturing companies do, during 
“Descents to Hell.”  They asked themselves how they could make their business much leaner, driving 
down the cost of production, while continuing to build product excellence and technological superiority 
over their global competitors.  Doing all that carries risk—because it’s both easy and tempting to cut 
muscle as well as fat, when there doesn’t appear to be a need for all the muscle, at the moment.  Plenty 
of CEO’s give in to that temptation when times are tough—as Exhibit One, see “Banking” as well as other 
service industries.  But when a company actually makes things in factories, the line between fat and 
muscle is more clear.  CAT’s Jim Umpleby (and his peers at Cummins and Micron, among 
other Outlook core companies) never crossed that line . . . and their firms, and us shareholders are 
receiving the rewards for their good judgment.  
  
If they do the right things during their “Descents,” great companies make far more money in profits, on 
each returning dollar of sales, than they ever did before.  Caterpillar is only seeing the beginning of that 
wonderful process.  There have been plenty of expert observers inclined to doubt the sanity of that 137% 
Bull Market in CAT, much less the sanity of expecting even more.  In Outlook’s opinion, they ought to try 
thinking like business owners, and asking themselves the only 2 questions that matter.  
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions 
should only be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk 
of loss.  
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